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ABSTRACT 



The State of Alaska spends 75% of its operating 



revenues on transfer payments to individuals and local governments 
and on salaries and benefits of state workers. By the year 2000, 
dwindling petroleum revenues will result in a projected $1 billion 
gap between state income and spending, but inflation and growing 
population could widen that gap to $1.3 billion. This paper presents 
profiles of Alaska's 10 largest transfer programs, examining past, 
current, and projected costs; program beneficiaries; economic 
effects; and possible alternatives. These programs are the: (1) 
Permanent Fund Dividend Program; (2) Longevity Bonus Program; (3) 
Power Cost Equalization Program; (4) School Foundation Program, which 
pays 60-75% of school operating costs; (5) School Debt Reimbursement 
Program, which pays 80% of the der*^ service on bonds for school 
facilities construction; (6) Pupil Transportation Aid, which 
reimburses school districts for most student transportation costs; 
(7) Revenue Sharing Program; (8) Municipal Assistance Program; (9) 
Public Assistance Programs; and (10) Medical Assistance Payments. 
Details are also provided on state payroll and employee benefits. 
Alaska spends much more per capita than any other state, partly 
because of its special environmental and demographic features, but 
mostly because of: (1) its unique programs; (2) higher spending for 
traditional government services; and (3) significantly higher 
spending on state workers, even after allowing for Alaska's higher 
living costs. This paper contains numerous graphics and charts to 
illustrate the discussion. (SV) 
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Big Ticket Spending: Transfers and Labor Costs 



The State of Alaska spends 75 percent of its 
operating revenues in two ways: transferring 
money to individiials and local governments/ 
and payingsalaries and benefits of state workers* 
Anyone considering how the state should cut its 
budget has to imderstaxKl where most of the 
money goes— and to recognize that transfer pay- 
ments md labor costS tend to grow with popula- 
tion and inflation. 

Petroleiun revenues, which have paid for 
most of state eo vemment in the past decade, are 
on a decline tnat will continue over the next two 
decades as production 6x>m the huge Prudhoe 
Bay^ field drops* Dwindling petroleum revenues 
could leave a $1 billion hole in the state budget 
by 2000/ as Hgure 1 shows* 

But that projected gap is based on the current 
level of spending* If in £act transfer payments and 
labor costs grow with population arid inflation, 
the gap be^een revenues and spending could 
easily be as large as $13 billion by 2000— or 30 
percent larger than we have projected in earlier 
Fiscal Policy Papers. Growing transfer payments 
and labor costs would contribute about equally 
to that incr^ised gap* 

This paper profiles state transfer (grant and 
claim) piograms and labor costs (including both 
payrolfand benefits)/ which togedier account for 
three of every four dollars the state spends on 
general operating expenses* (See the box on page 
2*) This analysis is a complement to Hscal Policy 
Paper 2, in which we examined why Alaska 



speiKls much more per capita than any other 
state hi that paper we reported that whileq)edal 
Alaska condUions— hug^ area/ smaU population, 
harsh cHmate/ for instance— do increase govern- 
n^ient costs in Alaska/ those factors accouitf for a 
relativelymodestshareofAlaska'shigher spend- 
ing* More unportant are the realities that (1) 
Ahska has a nimiber of imique programs; (Z) 
Alaska spends more for traditional government 
services; and (3) Alaska pays its average 
employee significantly more, even if we take into 
accoimt Alaska's higher living costs* 



Hgiml* PotMtiai or Glowing TrGHfMrM and Labor 
CoiisTo tncftOM Hscal Gap* 
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POTENTIAL INCREASE IN QAP . 
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*Prolec1ed ot the current level of state oenerd fi^ 
tim. ReverHjeslndiideoaMtltementettimQte. 
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Thisisthefburthinaseriesof ISER Fiscal PoUcy Papers examining aq)^ 
andq^ending* We intend these papers to focus tf)e attention of state offidab and of Alaskans in ge^^ 
on the serious budget crisis we face and on the necessity for dealing with it soon* 

The authors (A this paper are Scott Goldsmith, professor of economics at ISER; Jay Hogan, former 
diiectoroftheAlaskaDivisionofBudgetReview;andI^Gorsuch,ISERdb^ Linda Leaskistheseries 
editor. Tracey Bradford and Teresa Hull prepared the graphics* 

The ISER Fiscal Policy Papers series is financed by a grant horn ARCO Alaska* 



Measuring Transfers and Labor Costs In the Operating Budget 



InMUUons 
(1988$) 

1970 1960 1989 




To measure the importance of transfers (grants and claims) and labor costs (payroll and benefits) in the 
state budget we use total operating expenditures as the base. This definition excludes Permanent Fund 
earnings as well as capital expenditiues but includes operating expenditxues from restricted funds, the 
most in^rtant of which are fiederal funds. (The fiscal gap calculation in Figure 1 is just for the state 
uruestricted General Ftmd. It excludes programs paid for with restricted funds-) 

The piechartsabove show that grants and claims and labor costs madeupmost of the operating budget 
in 1970, 1980, and 1989^ But while the labor cost share held feirly steady at around 30 to 33 perx^nt, the 
grants and claims portion grew from 26 percent in 1970 to 44 percent by 1989. Because of that big increase 
in theshaieofgrantsand claims, trai\sfersandlaborcosts increased fromSZpercentoftheoperatingbudget 
in 1970 to 75 percent in 1989. 

Contractual, the next largest part of the budget, includes not only contracts the state issues for services 
but also some grants to local jurisdictions; these are very difficult to sort out The perx^ntage of the budget 
dedicated to debt service (this category also includes some miscellaneous experxses) dropped from 15 
percent in 1970 to 6 percent by 1989; that happened because the rest of the budget grew so quickly in the 
1980s and because the state paid cash for capital projects. The remaining "other" category includes travel, 
commodities, and equipment. 



This paper examines how the two biggest 
categories of spending affect the state operating 
budget. If Alaska is to balance its budget in the 
coming years, state officials will have to consider 
ways of re-structuring transfer programs and 
holding down employee costs. 

We profile the 10 largest state transfer 
programs and state payroll and benefits in single- 
page simunaries that make up most of this paper. 
Lack of space prevents us from including all the 
luiique Alaska programs (some of which are not 
transfer programs) and the many smaller transfer 
programs. We conclude by looking at the im- 
plications of our analysis for state officials deal- 
ing with declining revenues. 

ixsroett State Transfer Programs 

We profile nine transfer programs paid for 
with general fund money, and one— the Per- 
manent Fund dividend program—paid for with 
earnings of the Penxuinent Fimd. These nine 
general fund programs paid individuals and 
local govenunents $970 million in 1989, aiui the 
Permanent Fund dividend program paid in- 
dividuals another $440 milliort Some Alaskar\s 



would argue that we shouldn't include the 
dividend program in a discussion of general state 
spending, bemuse it is not paid for with general 
fund money. We include it because the Per- 
manent Fund divider>d program represents very 
substantial spending and it is state-ftmded. The 
legislatiue can if it chooses use the eanungs of the 
Permanent Fund for other purposes. The 
dividend program is not, however, included in 
our calculation of the fiscal gap in Figure 1. 

We want to emphasi:5e that within the broad 
category of ^'transfer programs" the individual 
programs are vastly different and have to be 
considered very differently. The 10 transfer 
programs we profile (which account for 83 per- 
cent of all transfer pajonents) fall into three types: 

Programs that provide income to Alaskans, 
are unique to the state, and are funded at the 
discretion of the legislature: These programs are 
the Permanent Fund dividend program, the Lon- 
gevity Bonus program, and the Power Cost 
Equalization program. These programs make 
payments to iridividual Alaskaits without regard 
to income. The legislature could eliminate them 



Adjusting for inflation 

All figures in this paper are in 1988 dollars, 
except as noted. That adjustment dinunates the 
effects of inflation so we can assess real changes 
in spending over time. 



without affecting traditional government func- 
tions. 

Programs that aid local governments and 
school districts: These programs are Revenue 
Sharing, Municipal Assistance, School Founda- 
tion, School Debt Reimbursement, and Pupil 
Transportatioit Alaska will have to decide how 
much local aid to provide based on the needs of 
local governments, their own sources of 
revenues, and other factors. 

All state governments provide some aid to 
their local go venunents. Howmuch they provide 
depends partly on decisions about which level of 
goveniment should provide the services and 
which level should collect the taxes. There are 
advantages in collecting taxes at the state level 
and sperding them at the local level; for iitstance, 
if the state collects the taxes it can equalize them 
across jurisdictions. 

Programs that help needy Alaskans: These 
are the public assistance and the medical assis- 
tance programs for Alaskans with low incomes, 
few assets, or disabilities. The public assistance 
programs include Aid to Families with Depend- 



Five Alternatives: The Range of Future Program Costs 

A number of alternatives exist for changing state traiisfer programs to cut or control costs in the fi^ttue. 
The 1990 legislature has already moved to contain futtue state costs for construction of district schools by 
elinunating ihe open-ended reimbursement program for school bond indebtedness and replacing it with 
a school construction fund (see page 8). It also increased the required length of residence for individuals to 
qualify for the Permanoit Fund dividend and the Longevity^Bonus programs (see pages 4 and 5). 

For any of the 10 transfer programs we profile, state officials would have to consider alter^iatives specific 
to each program before maldng major changes. We do not analyze all the specific alternatives that might 
exist for each program but rather show the potential range of costs for each program by 2000 through five 
standard alternatives. These five standard alternatives measure potential changes relative to current 
expenditures. They estimate futiue costs if the program continued to provide the same level of service per 
beneficiary; if the program were eliminated; and if several intermediate changes were made. We're not 
advocating these standard alternatives for any program. The five standard alternatives we use (with some 
exceptions for specific programs) are: 

Maintain Real Expenditures Per Recipient: Keep real expenditures per recipient at same level by 
allowing costs to rise with increasing number of beneficiaries and with inflation. 

Cap Expenditures Per Recipient: Hold futtue payments to each recipient at the current nominal level 
(costs rise with growing number of beneficiaries but not with inflation). 

Cap Expenditures at 1989 Level; Hold total program expenditures at the 1989 nominal level (costs not 
increased for either more beneficiaries or inflation). 

Target Most Needy: Narrow the number of recipients for each program by targeting the most needy (as 
defined for each program). 

Eliminate Prognum Do away with the program entirely. 



ent Children (AFDC) and Adult Public Assis- 
tance (APA). The chief medical assistance pro- 
gram is Medicaid. Some assistance programs are 
paid for entirely by the state but the lai:gest are 
mandated by the federal government and 
funded jointly by the federal and state govern- 
ments. The state's ability to change these 
programs is consequently more limited than it is 
for other transfer programs. The potential for 
change is also more limited because^ imlike the 
unique Alaska transfer programs that make pay- 
ments regardless of income^ these welfare and 
medical assistance programs provide basic in- 
come and services for needy Alaskans. 

Pages 4 through 13 profile the state's largest 
transfer programs, simunarizing past, current, 
and projected costs, program b^efidaries, and 
major program changes. The profiles also reveal 
which programs were established only in the 
1980s, after the state began collecting big 
petroleum revenues; which are based on iteed; 
and how each broadly compares with programs 
in other states. 



(Text continues on Page 15) 



Permanent Fund Dividend t Program 




DetCfipHon: Makes annual paynvents to all digible 
Alaskans using approximately 50 pen:ent of Uie earn- 
ings of the Fennanent Fund. Hie 1989 dividend of 
$873 will gp to about 503^ Alaskans for a total of 
$438 million. The state recently increased the pro- 
gram residency requirement ftom six months to two 
years* 

. PufpOM: Fay individuals a direct share of oil 
wealth; give Alaskans an incentive to keep Fermanent 
Fund intact Originally the program was to have paid 
higher dividends to longer-term residents; that 
restriction was declared unconstitutional in 1981 

Sp^Cfcri F#ahirM: The federal government would 
reduce wdfare and medical assistance payments of 
recipients but the state reimburses the federal govern- 
ment for these payments. In 1989 "hold haSnless" 
payments for this program were about $10 million. 

Program Chongts: 

1980— Frogram established/ with amount of 
dividend tied to length of residence. 

1982— Following a US. Supreme Court ruling, pro- 
gram modified so all residoits of at least six months 
wotdd receive equal dividends. 

1990— Residence requirement increased to two 
years- 

Eftocfi of Program on Typicoi Bonoflciory: The 

dividend increases average persoiml income by about 
4 percent statewide. In some areas of rural Alaska 
dividend payments make up ntore than 10 percent of 
personal income. 

Eoonomlo Eff«ot$ of Progrom: Spending of 



1970 



1976 




^ $500 



dividends created about 5,600 jobs in Alaska in 1988^ 

ANtnfKrtivM 1o ExMkHl Program: The eamines of 
the Fermanent Fund may, at the discretion of fi^ 
legislature, be appropriated for any purpose. The 
l^islature could simply reduce tiie cuviaend. The 
economic consequences of reducing the dividend 
would be similar to those of a head tax (a tax ^t falls 
equally on everyone, regardless of income). Altema- 
tivelv, re-unpo^ng an income tax would capttire a 
portion of me revenue now $pent on dividena^— but 
wotild take into account abili^ to pay. We don't 
analyze the effiects of such change, but tM graph and 
narrative bdow summarize changes in program costs 
under five standard alternatives. 
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Poitiblo Chcngo in Program Coit ly 2000 

General Remarks: lecMoturo opproprkstei 50% of Permanent 
Fund eaminoi* appropncMon cMded among elglble popakrtlon. 

Maintain Real ExpMd. Ht RMiplMf: Coiti $60 mHiioo higher, If 
dMdend grows Wth popUatlon orKf Intlotton. 

Cop at 1969 Expend. Per Reciplenf: Costs reduced $138 milon, If 
experKlttures not ir>aeosed for Intlotton but the number of recip[ents 
grows 

Capat1989ExpendllUft: Costs reduced $174 millioa if payments not 
increosed either for Inttotton or population growth 

Target Moit Needy: Costs reduced $303 miHIon, if dividends distributed 
only tottie 25% of population with lowest Incomes 



I I Etimlnale Program: Costs reduced $424 minion 
4 6 



Longevity Bonus Program 



$60 



Expend. 1989: $53 mill. {Gen. Fund) 
Growth 1980-89 (1988 $): +$35 mill. (207%) 
Expend. capita (1988$): 1980-$40; 1989 W 
Expend, puts from paak: No cuts 
'BanaflclarlM: 1980*7,000; 1989-18,000 
Exiattd before 1980: Ygs 
Based oh need: No 

Comparatrte programs, Other U.S.: None 



Description: Pays $250 per month to all Alaskans 
over 65 who have Uved in Oxe state at least two years. 
About 18/000 Alaskans, or 3 percent of the total 
population, received payments in 1989. 

Purpose: At first linuted to those over 65 who had 
lived in Alaska at least 25 years and were here at the 
time of statehood; the 'longevity" bonus was in- 
tended to share oil wealth with pioneers and help 
them stay in Alaska. In 1984 the courts declared the 
residence requirement unconstitutional, so the state 
expanded the progrant 

Special Features: The federal government would 
reduce welfare and medical assistance payments of 
eligible recipients but the state reimburses Oxe federal 
government for these payments.In 1989 "hold-harm- 
less" payn^nts for this program were $ 4.4 million. 

Program Ctianges: 

1972— Program established with $100 pay- 
ments per month. 

1976-1981-Payments periodically in 
creased. 

1984— Program 
expanded to all 
Alaskans over 65 
with six months 
residence. 

1990— 
Residence 
requirement 
increased to 
two years. 



Effects of Program on Typicai Beneficiary: 

In 1988 the median income of Anchorage 
housdiolds with at least one person over 65 
was $33700, as compared with $48,900 for 
all Anchorage households. Incomes in 
Anchorage are generally higher than in 
rural areas, so longevity pay- 
ments likely make up a 
larger part of incomes of 
older Alaskans outside 
Anchorage. 

Economic Effects of 
Progrom: Increased 
purchasing power 
given to in- 
dividuals under 
this program in 



1989 was about 10 per- 
cent as bie as the in- 
crease produced by the 
Permanent Fund 
dividend. The longevity 
bonus creates an incentive 
for older Alaskans to 
remain in the state and for 
non- Alaskans to move here. 
Pensions and other income of 
older people move with 
them, thus capttiring additional 
purdiasing power (and there- 
fore more economic activity) 
when the population over 65 in- 
creases. However, such a shift 
also increases the den^and for services 
the estate provides older Alaskans. 

Altematives to Existing Program: The 

state can modify this program at will. Proposed 
cost-cutting altematives include increasing the age of 
elibibility and basing payments on need. We don't 
analyze those specific proposals, but the graph and 
narrative below show the effects on costs of five stand- 
ard altematives. 
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Possible Ctiange in Program Cost By 2000 

General Remarks: Appropriation Is fixed amount per recipient, with 
rK> automatic Iricrease for Inflation. 

Maintain Real Expond. Per Recipient: Costs $27 mUUon higher. If pay- 
ments Increased with population and (nflotlo/i 

Cop at 1989 Exoend. Per Recipient: Costs reduced $5 mlliion. If po/- 
ments not dcjustod for inflation but number of recipients grows 

Cop at 1969 Expenditure: Costs reduced $21 million. If expenditures not 
Increased fo^ inflation or population growth 

Target Moit Needy: Costs reduced $12 million if definition changed to 
eliminate 50% of those currently eligible 

EUminaie Program: costs reduced $52 mliuon 
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Power Cost Equalization Program 



Expfnd. 19jB9: $18 mill. (Gen. Fund) 
Qrow^;i^0h89 (1988$): -^18 mill. 
fX|M^.'|<»f c«pltaXl9j»8$):ri980-0; 1989-$33 
'E]q|MNy;,cuts from i^Mk: No cuts 
B(M^el«lMiri9(^ 

BaMdjori NMd^>>No' 

' ComparaU*. FNfograms, 6th«r U.S;:, None 

DMCription: Subsidizes electricity bills for 
rural customers, based on cost of power but 
wittiout regard to income. Payments are made to 
rural utilities, which then reduce customers' bills 
(including commercial and public consumers) on 
use up to 750 kwh per month. The program 
excludes utilities in or near urban areas and in 
communities where electricity from state 
hydroelectric projects is available. 

Purpose: To reduce electricity bills in rural 
areas. 

Special Fecrturet: Proponents describe this 
program as the rural coimterpart to the state-sub- 
sidized hydroelectric projects built in the early 
1980s ana to the railbelt energy fund— which is a 
reserve accoimt set aside several years ago to help 
pay for future electrical generation along the rail- 
belt from ttie Kenai Peninsula to Fairbanks. (How 
the railbelt energy fund will actually be used is 
still an open question, however.) 

Program Changes: 

1980— Program established 
1981,1984— Subsidies inaeased 

Effects of Program on Typical Beneficiary: 

This program increases the incomes of rural Alas- 
kans in direct proportion to their cor^umption of 
electricity. The average resident of commvmities 



served by this program received a benefit of $275 
in 1989/ which reduced the average rate for a kwh 
of electricity by more than 50%. 

Economic Effects of Program: This program 
not only increases personal income but also use 
of elecbidty in communities served. By sub- 
sidizing costs for consumers it promotes ineffi- 
cient use, and by paying utilities based on cost it 
aeates no incentive for more efficient generation. 

Altematlves to Existing Program: Costs 
under this program could go significantly higher 
if customers took full advantage of the 750 kwh 
per month subsidy it allows; only 45% of eligible 
kwh were consiuned in 1989. Lawmakers could 
redesign the program formula to create incen- 
tives to reduce use of high-cost electricity axui to 
generate electricity more efficiently. Conversion 
to a fixed rebate p^r customer would be one 
method. We don't ai\alyze specific changes, but 
the graph and narrative below describe the ef- 
fects on program costs of five standard alterna- 
tives. 
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Possible Changes in Progrom Cost by 2000 

General Remarks: No autorDatlc inflation Increase; appropriation 
prorated by formula. 

Maintain RmI Expand. P#r R#clpl«nt: Costs $2.5 million hlQher, if 
Increased wltfi Inflation and population; qould Increose foster tf cus- 
tomers used fyn subsidy dee text above) 

Cap at 1959 Expand pm R«clpl#ni: Costs reduced $ 6 million, tf not 

Increased for Inflation but number of recipients grows 

Cap of 19S9 ExpMdHMr*: Costs reduced $ 7 million, tf costs not in- 
creased for Inflation or population growtt^ 

Target Meet NMdy: Costs reduced $ 2.5 mtlltoa If definition changed to 
eliminate 25% of those currently ellQtble 

EllmirKrt^ Program: Costs reduced $ 18 mtlHon 
6 8 



School Foundation Program 



Expend. 1989: $457 mill. (Gen. Fund 93%; Fed. 
5%, Other 2%) 

Growth.19^9 (1988$): -1^237 mill. (116%) 
^^.piircMt«(19S8$): 1980* $486; 1989- 

Expend. cutsirompiNik (1988$): io% 

StUd#nt8M 980-85,000;- 1 989-1 04,000 

ExIsiM before 1980: Yes 

Basedl on heed: Partially 

Comparable progremsi Other U.S.: Direct com* 
parison not possible. Different states ^support 
education through different progranis. 



Description: Pays about 60 percent of operating 
costs of city and borough schools (with the balance 
mostly paid by local taxpayers) and 75 percent of 
operating costs of Regional 
Education At- 



Groph 
Includes 
funding fof 

Stote- 
Operoted 
Schoob 
before 1976 



tendance Areas 
(REAAs) (with the 
balance paid by federal 
aid). The program's allocation formula is 
based on enrollment, area costs, size of 
school, and special programs provided. Alloca- 
tions are reduced by federal education funds 
and local tax base, lite required local tax effort 
is subtracted from a district's formula allocation to 
determine actual payment. Foundation program 
payments were cut in 1987; in 1989 they were about 
10 percent below payments in the peak year of 1986. 

Purpose: To help local jurisdictions pay for educa- 
tion and insure that all Alaska children have adequate 
public schools, regardless of the size of the local tax 
base. 

Program Changes: 

1959 — ^Support program established 

1970-80— U.S. Bureau of Indian Affairs turned its 



1970 



Million 1988 $ 



1975 




schools over to 
state, increasing 
state costs. 

1976— 
State- 
operated 
rural 
school 



system eliminated; 
REAAs created and funded 
through the foundation program. 

1976— As a settlement in 
Tobeluk (Molly Hootch) court 
case, the state agreed to build 
high schools in dozens of small vil- 
lages. Students from those villages 
had previously gone to boarding 
schools, some outside Alaska. 

1988— Teachers' retirement fund- 
ing ($27 million in 1987), which had 
been funded separately rolled into the 
foundation progranv— which means 
less money for sdiool operations. 

Effects of Program on Typical 
Beneficlory: In fiscal 1988 the program 
paid about $327 million, or $3,700 per sti\- 
dent, to Alaska's 33 city and borough 
school districts. The same year it paid $10? nUl- 
lion, or about $8,500 per student, to the 22 REAAs. 

Econonnic Effects of Program: Incree^ local pur- 
chasing power by increasing education spending and 
decreasing local property taxes. Public schools are 
also major employers throughout Alaska, particularly 
in rural areas. 

Alternatives to Existing Program: Short of 
restructuring the school system, the only alternatives 
for containing costs are changing the formula ele- 
ments to shift more of the cost to local jurisdictions or 
applying narrower definitions of what constitutes 
basic education. We do not look specifically at the 
effects of such changes, but the graph and narrative 
below show the effects on costs of five standard alter- 
natives. 
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Possible Change in Program Cost By 2000 

General Remarks: No automatic Inflation Increase; appropriation 
Is prorated by formula. 

Maintain Real Exjpend. Per Reclplenh Costs $55 million higher, If In- 
creased with Inflation and growing number of students 

Cop at 1989 Expend. Per Student: Costs reduced $149 mllllon, If In- 
creased for number of students but not for Inflation 

Cop at 1989 Expenditure: Costs reduced $181 million, If not Increased 
for either Inflation or growing number of students 

Target Most Needy: Costs $5 mllUon higher, If 1969 expend!;\jre$ cut 10% 
by reducing old to districts most oble to pay 

Elknlnaie Program: ^k)t applicable because the state constttutton re- 
quires provision of basic educotlon 



School Debt Reimbursement Program 




t5120 



ExpMd. 1989: $109 milL (Gen. Fund) 
Qrc^ (1988^1.^75 milL (249%) 

Ei^fid; per o^itta (1 936$): 1 fiNBO- $72;.1 989 

Ei^^mkL cute frohi pMk: Yes (see.text) 
Biirtefleieriei:;^ 1989-45.5.000 

Mfi^ohMed:No 

Comparebie proi)iiifne» 0ther U.S.: Nona 



DMCripHon: The state currcntly pays 80 percent of 
the debt service on bonds dty and borough districts 
sdl to finance school construction* Under testation 
passed in 1990/ futtuie state aid for school construction 
will come from a new school construction fund, to be 
a part of the capital rather than the operating budget 
and to be administered by the Department of Educa- 
tion. 

PurpOS#: To help school districts pay for new 
schools and ease the burden of those schools on local 
taxpayers. 

Sp#ciol FMturM: For 20 years this program was 
an open-ended conunitment of state funds. It has 
been described as the urban counterpart to the state 
practice of paying for rural school construction 
through the capitaloudget. 

ProgrcHfnChongM: 

1970 — Reimbursement program estab- 
lished/ at 50 percent of local debt service 
payments. 

1977-1985— The legislature several 
times changed annual reimbursement 
levels before setting the current rate of 
80 percent Also some restrictions (Hi 
reimbursable costs were 
imposed. 

1990— Legislature 
eliminated open- 
ended reimburse- 



ment for new school debt and 
replaced it with a school 
construction fund/ 

Efftctt of Program on 
lypiccri BtMffclory: 

This program has 
benefited cities 
and borou^, 
since only 
they have 

big enough tax 
bases to support 
general obligation 
bonds. The average 
resident of school dis- 
tricts eligible for this 
reimbursement in 1989 
received the equivalent 
of about $240 in reduced 
taxes, 

EcoiK)micerf«cts 
of Progrom: Separating 
the decision to build 
schools from the respon- 
sibility to pay for construc- 
tion meant more e)q)ensive 
schools were built than 
would have been the case if 
local taxpayers had been 
canying the full cost. In ef- 
fect the program increased 
purchasing power in cities and 
boroughs. 

AtteriKrtivM to ExIsHrig Program: 

Although the legislature has eliminated 
Jie reimbursement program for new sdiool 
debt it will continue to ^lare the cost of existing 
school debt The authorized reimbursement is 80 
percent but if s not clear right now how much the 
state will actually pay or how laige the new construc- 
tion fund will be. Consequottly, we can't project the 
future state costs for district schools. Below we show 
how program costs will decline by 2000, if the state 
pays 80% of existing debt. 
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Program Phaseout at 80 Percent State Rebtibursement 



T^e $70 million drop In debt by 2000 wlii not t>e aQ sovlnos to the itote, 
because port of It will be replaced by os-yet undotemnlnod spendng 
from 0 school construction fund. The govemor has propcSed $60 
millon for ttKit fund for fiscal 1991, but the legislature has not yet 
approved on amount. 
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Pupil Transportation Aid 



^^Expifld.-198e:$25mill.^ 

Qrow^^ (lj»88$): t$5 mill (25%) 
;i^(^;pfr^ 1989-$45 

E)^^Ja^^ l^i|»c (19^): 4% 

Comp^ U.S;: Direct com- 

f^sori ;fot po«»ible; Different states sQpport 
educalioh through different programs. 



DMCription: Reimburses school districts for 
most costs of transporting students to and from 
school on most routes; also pays up to 90 percent 
of the purchase price of school buses. 
Payments are adjusted annually for 
cost-of-living increases. 

Purpos*: State law requires 
school districts to transport 
students who are not 
within defined 
walking distances 
of school. 



Piogram Changes: 

1966— Program established for public 
schools. 

1972— Program expanded to cover private 
schools, if routes are similar to those used by 
public schools. 

Sp«cbi F«atur«t: In other states transporta- 
tion costs are sometimes incorporated into fotm- 
dation grants for education. 

Effects of Piogreim on lyplcai Benoflclory: 

The average cost for each student transported in 
school disbicts served by this program was about 
$550 in 1989. 

Economic Effoctt of Program: The transfer 
of $25 million to local governments in 1989 
resulted in some combination of higher service 
levels and lower local tax rates. 



In 
MilUons 
1968 $ 




This program 
reduces transportation 
costs for districts (and the bur* 
den on local taxpayers). 



AltemativMto ExisHng Pragram: 

The legislature can change tiie funding 
level for this pro gram or the method for distribute 
ing funds among districts. The modest growth in 
e^qpendinires for this program in the 19808 sug- 
gests it is relatively stable. In the graph and nar- 
rative below we show how program costs would 
differ by 2000 imder five standard alternatives. 
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Pottft4« ChongM In Program Cott 2000 

General Remarks: Payments acfusted for inflotloa Appropriation 
prorated 

I Maintain Reai Expend, per Recipient: Costs Inaeose $3 milk>n. If 

" IncreoMdWttipopuloHonondlntlatton 

I Cap at 1989 Expend per Recipient: Costs reduced $ 8 mHHon, If 
Increased for number of students but not for Inflation 

1 Cap at 1989 ExpendNure: Cost reduced $ 10 mlilon, if not increased 
etttier for Inflation or more students 

I Target Mod Needy: costs virtually unchanged, tf definition changed to 
^ elmlnate 10% of ttiose currently el)gt>le 

Eliminate Profffam: Costs reduced $ 24 miOon 

II 
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Revenue Sharing Program 



Expand. 1989: $41 mill (Gen. Fund) 
Ql^49W^ t$6 milL {\7%) 

BMMetgH^:.19^ 1989-535,000 
Ex^i^bffpr«19^^^ . 

Comparably progipirnt, 



DMCripHon: Makes per capita categorical 
and tax equalization grants to 153 municipalities 
and 102 unincorporated places. Each local juris- 
diction receives a minimum amount, inde- 
pendent of population; an amotmt based on ser- 
vices provided; and an amoimt based on local 
tax effort. Payments are also adjusted for 
regional cost differences. Revenue sharing 
payments have declined steadily since their 
peak in 1985. 

Purpose: Initially established to encourage 
municipalities to provide more local services. 
Since 1980, the program has also been used to 
assure each mvmidpality at least a minimum 
amount of shared revenues— $25/000 in 1989. 

Program Changes: 

1970 — ^Program established, paying per 
capita amounts to induce local govern- 
ments to provide specific services. 

1970-1980— Categories of 
services covered under 
program inaeased from^ 
five to twelve. 



/ 



r 



1980— 
Program expanded to 
foster "tax equalization'' 
by establishing minimum 



aid level and basing allocations partially on need. 

Effects of Program on lypical Bontflciory: 

All Alaskans benefit from tlUs program/ because 
all commtmities receive a share. In 1989 the 
average community received the equivalent of 
$76 per resident under the progrant Because of 
the program's minimiun allotment and formula 
allocation, payments varied considerably among 
communities, with smaller places generally 
receiving higher per capita amounts. For ex- 
ample, Settles received $642 per capita in 1989 
while Fairbanks received $45 per capita. 

Economic Effects of Program: Revenue 
sharing increases local purchasing power 
througn higher government spending, or 
reduced taxes, or both. 




Alternatives to 
Existing Program: 

The legislature could 
further reduce funding. 
Less money to go aroimd 
would, in the absence of 
formula changes, favor 
smaller communities because 
they'd still receive the miiUmum 
entitlement. Revenue sharing 
programs in otherstatesaregenerally 
based on both need and local tax eitfort 
but minimvun entitlements are less common. 
The graph and narrative below show ho\ ' pro- 
gram costs would differ by 2000 imder five stand- 
ard alternatives. 
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Possible Changes in Progrom Cost by 2000 

General Remarks: f>k) autornotlc Infkatlon lrx:rea$e; appropriation 
prorated by formula. 

Maintoln Red Expend. Per Recipient: Costs Increaso ; 6 mision. If 
Inaeoiecl wttti Inflation and populotton 

Cop al 1969 ExperKi per Reclpienh Coeti reduced $ 13 mision. If 
poymenti Inaeoied for population growtti but not Inflation 

I I Cap at 1969 Expendtture: Cost reduced $ 16 mlilon. If payments not 
Inaeoied for 6ltt>er population growtti or Inflation 

Taniet Mott Needy: Costs Inaeoae $ 1 million. If local matching flmdi 
today replaced 10% of program costs 

I I EHmiDGrte Program: Costs reduced $39 mBOon 
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Municipal Assistance Program 



Expend 1989: $56 mill. (Gen. Fund) 
Grbwth"'1980-89 (1988$):+ $47 mill.{225%) 
Expend, per capita (1988$): 1980*0 ; 1989-$102 
Expend, cuts from peak (1988$): 31% 
Beneflctarles; 1980-0;1 989*520,000 
Existed t>efore 1980: No (see text) 
Based on need: No 

Comparable programs, Other U.S.: Probably 
none 



DescfipHon: Makes equal per capita grants to all 
oi^ganized municipalities in the state. The base of the 
program is $10.8 million (the amount formerly shared 
with local governments from the gross business 
receipts tax under the shared taxes program)/ which 
is distributed as the former tax revenues were. 
Amounts above that base are distributed among or- 
ganized municipalities on a per capita basis. Statutori- 
ly the legislatiue can appropriate 30 percent of cor- 
porate income tax receipts (which are mainly from 
p>etroleum) but in practice appropriations have been 
set by the legislature independent of taxes collected. 
Payments under this program have declined more 
than 30 percent from the peak in the mid-1980s. 

Purpose: To distribute oil revenues to 
municipalities and to help reduce local taxes. 

ProgromChonges: 

1978 — Program established as part of shared taxes 
program, to be funded with 10 percent of state cor- 
porate income taxes; no substantial payment made 
until fiscal 1981. 

1981 — ^Program separated from shared taxes and 
base increased to 30 percent of corporate income taxes 
after a change in tax law substantially reduced cor- 
porate income taxes. 



Effects of Progrom on Typical Benefickuy: All 

residents of oi^ganized mimidpalities (97 percent of 
the state population) ben^t from this program, 
with the average commimity receiving the 
equivalent of ^ut $104 per resident 
in 1989- 

Economic Effects of Program: 

Purchasing power of each 



In 
Millions 
1988 S 




- $80 



municipality is 
increased either 
through tugher govern- 
ment spending or reduced 
local proper^ taxes or both. In the 
Cc^iy 1980s when this program grew very 
rapidiy load tax bmdens did dedine* 

AHematives to Existing Pio^am: The program 
distributes revenues on a per capita basis, irrespective 
of munidpalitiesf' need or ability to raise thdr own 
revenues. As petroleum revenues decline this pro- 
gram will shrink if sharing oil revenues remains its 
objective* Since the Revenue Sharing program, which 
pre^iates Mimidpal Assistance, is based largely on 
need and ability of communities to pay. Municipal 
Assistance could be incorporated into that program. 
We don't analyze that s)edfic alternative, but in the 
graph and narrative below we describe the effects on 
program costs of five standard program alternatives. 
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Possible Clianges In Progrom Cost isy 2000 

General Remarks: No automatic Inflation Increate; appropriation 
prorated by formub. 

?^alntaln Red Expend. Per Recipient: Costs \naease $ 8 miaior^. If 
increosed with population or^d Inflotlon 

Cap at 1989 Expand per Recipient: Costs reduced $ 18 miSlon. If 
payments increased for population o^owtti but not inflation 

Cap at 1989 Expenditure: Costs reduced $ 22 miSlon. If not Increased 
for elttier inflation or pcp*j!atlon growtti 

Target IMott Needy: Costs reduced $ 23 mSSon. If proQram reduced to 
60% of 1989 per capita level 

Eliminate Program: Costs reduced $ 54 miSon 
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Public Assistance Programs 



$120 



ExpMd* 1989: $84 million (Gen* Fund 57%; Fed 
32%:Other9%) 

Growm 198099 (1988$): +$36 mill. (81%) 

Exp#nd.p«rcaplta(l988$), 1980-$107; 1989- 
$151 

Exp#rkL cuts from peak: No cuts 
BfmflciariM: 1980-19,000; 1989-26,000 
Edttodbtfore 1980: Yes 
B'^^onnMdrYes 

C * iparabfo programs, Other U*S*: Similar, but 
Ak. payments maintained by unique 'hold hami- 
less" provision (see text). 



DMCriplkMl: Aid to Families with Dependent 
Children ( AFEX!), the laigest assistance program, has 
historically made monthly payments to poor single 
parents witfi children. Recent changes in federal law 
will soon make it possible for poor fomilies with both 
parents present to collect AFDC pajmients. The 
federal government shares the costs of this program 
($60 million in 1989). State discretion in setting 
monthly AFDC payment levels and eligibility 
guidelines is limited. Nearly 20,000 persons in 
8^ households (or about 3.7 percent of the 
population) collected AFDC payments in 
1989. 

The state pays all the costs for two other 
assistance programs. The Adult Public 




Assistance (APA) program 
($19 million m 1989) makes mondily pay- 
ments to Abskans who are poor, over 65, 
blind, or disabled; these payments arc supple- 
ments to federal Supplenvental Security Inconte pay- 
ments. General Relief ($1 million in 1989) makes 
emergency rent and other -payments for indigent 
adults. About 6,500 adults, or just o v6r 1 percent of the 



population, received APA payments in a typical 
niontfiinl989. 

PurpOM: lb help Alaskans who otherwise have 
little or no income. 

Sp^Cioi FMutm: Program costs include 'lK)ld 
harmless^ payments the state makes to the federal J$100 
govanment on behalf of recipients of Longevity 
Bonuses or Ptermanent Fund dividends. These pay- 
ments keep public assistance recipients from losing 
their benefits. 

Program ChangM: A ntmiber of chan- 
ges in federal and state law over the years 
have broadened eligibility aiKl increar^ 
payments. The long-term trend has ^-"^ Jjgo 
been for tfie federal government 
to shift more program 
responsibilities to the 
states. Also, states will be 
required to pay a 
substantial 



share of the *|$60 
costs of recent 
federal welfare 
reform. 

Effects of Prograim on 
Typicoi Bonoficiory: The 

average AFDC household (a 
motheraivd one child) collected $7,800 
in 1989. The typical payment for APA 
recipients in 1989 was $3,360. 

Economic Effocts of Programs: Increases 
purchasing power of poor Alaskans. Newly 
requiredAFDC job training could help AFDC 
recipients move back into the job market 

AH#nxrtfv#s to Programs: Since AFDC is basically 
a federal program, the state has limited authority to 
change it. Tte state has broader authority over the 452O 
APA and General Relief programs. But for these 
programs fliat supply basic incon^ for poor Alaskans, 
cost saving and other efficiency measures are probab- 
ly the only reasonable alternatives for reducing pro- 
gram costs. Consequently, below we analyze only 
three alternatives. 
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Posslblo Chongo in Program Cost By 2000 



General Remarks: Automotk: cost-of-livhg CKflusfment could be 
eliminated. 

Moinksbi RmI Expend. Per Recipient: Col) $ 1 2 mBHon higher. If poy* 
merrts Irwecoed with Inflation and population, and If the federal 
government maintains Its curent share of costs; ottierwHe state costs 
could be much higher 

Cap at 1969 Expend. Per Recipient: Costs reduced $26 mlSlon. if 
payment! inaeaied for population growth but not Inflation 

Reduce Recipients: Costs $2 miaon higher, if the circumstances of 10% 
of ttK)te currentty eSgft^ie could be Improved so they ddn't need 
public assistance 
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Medical Assistance Payments 



t$140 



ExpMd. 1989: $129 mill. (Gen Fund 49%; Fed. 
51%) 

Growth 1980^ (1988$): +$75 mill (148%) 

Exp#nd. pfr capita (In 1988$) 1980*$120;1989* 
$234 

Expand cuts tVompMk: No cuts 

Ban^flclariM: 1980-N/A; IdSS-l 9,900; 1989 
37,500^ 

Exittsdbtfora 1980: Yes 
Basadonnaed: Yes 

Comparabis programai Other U.S.: Similar, but 
Alaska paynients maintained by unique "hold 
hamiless* provision. 



DtlCfiption: Medicaid and General Relief Medical 
pay medical costs for digible low-income and dis- 
abled Aladcans. The federal Indian Health Service 
provides n^cal services to Natives. 

Medicaid ($113 million in 1989) accounts for about 
90 percent of payments. Alaskans whose low incomes, 
limited assets, or disabilities qualify them for Adult 
Public Assistance (APA) or Aid to Families with De- 
pendent Children (AFDO also qualify for Medicaid. 
The federal and state govemmoits split the costs of 
Medicaid roughly 50-50. 

GeneralRelief Medical ($8 million in 
1989) is paid for entirety through the 
state general hmd aiul covers only 
urgent medical costs of un- 
employed adults who can't 
qualify for other aid. 

Purpos*: To 

provide medical 

care for low- ^ ^j^gl^ 

income ^ parents, children, 

disabled persons, and 
the elderly. 

Special F«atur«a: Program 
costs include liold harmless"' pay- 
ments. See Public Assistance 
profile. The spiraling costs of medi- 
cal services are rapidly driving up 



In 

Millions 
1968 S 



the cost of medical assistance programs. The 
medical cost component of the Anchorage con- 
sumer price index (CPI) increased 52% be- 
tween 1983 and 1989, while the overall index - 
Increased just 12%, / ^$120 

Progrom ChongM: Medicaid pay- 
ments have increased in recent years be- 
cause of (a) increased n^cal costs; 
(b) increased coverage of persons and 
services; (c) increased use; and (d) 
broadened eligibility for AFDC 
and APA that also broadened 
eligibility for Medicaid. 

Effects of Program * 
on lyplcoi Bonaficloiy; 

AFDC recipients 
make up 85% of 
those eligible 
for Medicaid 
but just 

^^^"^ ' expenditures. The dis- 

abled make up 8% of those 
eligible and 32% of expen- 
ditures; the a^ make up 
7% of those eligible ai\d 22% of 
expenditures. average 1989 i$60 
expenditiue for those eligtt>Ie for 
Medicaid was $3,325* 

Eoonomic Effocts of Program: 

Payments are made directly to doctors 
and hospitals. These pavments un- 
derwrite a significant part or the Alaska 
health industry -|$40 

AitornaHvoi to Existing Program: Medicaid is 
governed by both federal and state law; the state's 
abilify to change the program coverage and eligibility 
(such as addii^ a client fee based on income) is there- 
fore limited* Options for changing tiie program are 
also linuted l)ecause, imlike some of the other big 
transfer prc^rams. Medicaid provides benefits just for 
the needy. Controlling overall costs of mediod care 
nationwide and cost saving and other efficiency 
meastires offer the best hope for holding down pro- 
gram costs. Consequently, below we analyze only 
two of the five standard alternatives. 
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Poislblo Change In Program Cost By 2000 



General Remarks: Program b driven mainly by rising medical costs 
as reflected In the "medical care' portion of the consumer price 
Index. 

Maintoln Red Expend. Per Recipient: Costs $ 1 1 8 mmion higher. W costs 
Ir^reosed by medical cost Inflation and population gowth and If the 
federal government maintains Its shore of medical costs 

Reduce Reclplenii: Costs $94 mBaon higher If circumstances of 10% of 
those currently eligible could be Improved so they no longer needed 
assistance 
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State Payroll and Benefits 



$Mm Labor Co^ts and EmploymMt 

Million 1988 $ Thousands 




1970 1975 1980 1985 1990 

CZ] FTE JOBS LABOR COST 

Sourcee: Lectoth/a Rncyy^e OMskvi, Off^ of Managerrent ar^ 
Budget 



Jobs per 10,000 PopuiatioR 



350 




1980 

Scufcat: See note above 



1984 
(Peak) 



1969 
(rst.) 



Fdcton Incracning Stat* Employm#nt 

• 1. Population growth increased program 

beneficiaries 

• Z Existing programs augmented 

• 3. New programs added 

• 4. Regulatory and management requirements 

increased 



Stoto Employe HMltti Imufanc* Pr^urm 
1985 - $ 2^18; 1989 - $ 5,184; 1990 - $ 4^15 

Source: Toik Force. Hedth CoreCoit Contokvnent 



Av*rag« Stat* 6ovm)m*nt Wag#* 

1988 Dollars 




I Alaska 



cuius Average 



•Average October earnings. fuD-tlme emptoyees; excfudes 
beneflh. 

Source: U.S. Deportment of Commerce. 

Note: U5. averages ore Inflated by Alaska COLA. 



Stoto Benoflti By Typ* 
19S9 



* SSI Substitute 

17% 




Ur>efr>piOyfT>ent 
Ins 

Misceiloneous 
10% 

Terminal Lesv^ 
10% 



* In 1980 State empbyeei opted out of ftie Social Security system 
ar>d tt>e state substituted on alternative pkru 



Contributions to RoHmnont Plans 
As a Porcmtog* of Stato and Local Payroli 
Alaska and U*$. Avorog^ 
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Source: U.$. Department of ComrT>erca 
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(Text continued from page 3) 

State Payroll and Benefits 

Real state labor costs (in 1988 dollars) rose 
sharply and steadily from about $238 million in 
fiscal 1970 to $885 million in 1986, as both the 
numbers of state employees and wage and 
benefit levels rose. (See the top left graph on the 
facing page.) The severe recession of the late 
1980s forced layo^ and held down wages, but 
labor costs began rising again in fiscal 1988. 

Its important to consider not only the total 
number of state workers but also the number in 
relation to the Alaska population. In fiscal 1989 
the state had more employees than in the budget- 
cutting year of 1987, but still about 3 percent 
fewer than in the peak year of 1986. And as the 
graph in the middle of the facing page shows, 
mere were about 5 percent fewer employees per 
lO/XX) population than in the peak year of 1984. 

The table at the bottom of page 14 simunarizes 
some of the reasons why state employment grew 
in the 1980s. It underscores the fundamental 
point that government services require govern- 
ment employees. Because of the many new state 
programs added since 1980, state employment in 
traditional government programs has declined 
as a percentage of population. 

The growth in labor costs at the end of the 
decade was primarily the result of a growing 
number of state employees and higher benefit 
costs rather than wage hikes. The average wage 
of state workers changed little in the late 1980s. 
But substantial wage inaeases in the period from 
1977 to 1987 left average Alaska state wages 25 
percent above the national average in 1987. There 
are of course differences in wages among occupa- 
tions, and the mix of occupations in the state 
work force influences the level of the average. We 
don^t know how the mix of occupations among 
Alaska state workers may differ from the mix in 
other states. 

At the end of the 1980s the rising costs of state 
benefits, which add 33 percent to employee costs 
over and above payroll, got a lot of attention. 
Costs for employee health insiuance (which 
make up 29 percent of benefits) nearly doubled 
between 1985 and 1989, causing the state to look 
for ways of holding down premiums. Through 
negotiations with employee unions and other 
measures, the state was able in 1990 to reduce 
monthly health insurance costs per employee by 
about 10 percent. 

The other big benefit cost is for retirement 
plans (30 percent of benefits). State employees 
and the government both contribute to retire- 
ment plans. In 1987 employee and government 



Tabto 1* Summoty ct 10 Larg#it Trantftr ProQrams 

Total 1989 Expenditures: $1.4 billion 
(Gen. Fund 59%; PF31%; Fed. 9%) 

Real Increase In Transfer Payments^ 1960*89 (In 1988 $): 
Total Ihmsfers: +242% 
Gen. Rmd Ihmsfers: +138% 

Projected Growth in Gen. Fund Ihmsfer Payments by 
2000 (In 1968$) (with no program dianges): 
Additions" $160 million 

Percentage Change in Program Size, 1980-89 (In 1988$): 
PF Dividend ** MedAsst +148% 

PowerCbst Eq. ** School Foundation + 116% 

Muni Asst. ** Pub.A8st +81% 

School Debt ReinL+ 249% PupO Ttans. + 29% 
Longevity Bonus + 207% ReVv..ue Shan + 17% 
(State Population Growth +27%) 

Programs That Didn't Exist Before 1980: 3 of 10 

Programs Based on Need: 5 of 10 

Programs Unique to Alaska: 5 of 10 

Program Expend* Cut Between 1985 and 1989: 5 of 10 

* (Does not take into account phaseout of School Debt 
Reimbursement program; seepages) 

**(Programs dkin't exist in 1980) 
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contributions to Alaska state and local retirement 
plans amounted to 16.5 percent of state and local 
payroll, compared with about 12 percent nation- 
ally. Both Alaska employee and government 
contributions are above the national average. 

Conclusions 

Reducing or at least containing transfers and 
labor costs offers the best hope for cutting state 
spending in the leaner times ahead. But any cost- 
cutting moves will be difficult and complicated. 
Table 1 summarizes salient points about the 10 
largest state transfer programs. From the table 
and earlier material we conclude: 

1. transfer programs are big and growing. 

Between 1970 and 1989 transfer programs in- 
aeased from 26 to 44 percent of the total operat- 
ing budget. Unless capped, the largest transfers 
will add another $160 million (in inflation-ad- 
justed dollars) to state general fund spending by 
2000. The largely tmcontroUable and escalating 
costs of state participation in such federal trans- 
fer programs as Medicaid will require offsetting 
reductions in other programs just to keep the 
budget at the current level. 

Z Popular state transfer programs that dis- 
tribute part of the staters oil wealth without 
regard to need or traditional public ptuposes 
will inaeasingly compete with longstanding 
government programs as oil revenues decline. 
Last year the state spent almost as much for the 
Permanent Fund Dividend program ($440 mil- 
lion) as it did for the state's laigest traditional 
transfer program, the School Foundation pro- 
gram ($456 million). As the state's fiscal gap 



widens, continuation of Alaska's unique transfer 
programs that are not based on need will begin 
to undermine the traditional role of Alaska state 
government. 

3. Few of the state's transfer programs were 
cut significantly in the late 1980S/ and most of 
those that were have begun growing again. In 
most cases the programs began growing again 
because the ntmiber of beneficiaries increased; 
that resurgent growth illustrates the difficulty of 
holding state spending to current levels without 
program policy changes. 

4. Only half the state's largest transfer 
programs are based on financial need. The 

programs for the poorest Alaskans, the public 
assistance and the medical assistance programs, 
accounted for just 15 percent of all the money 
paid out under the 10 largest transfer programs. 

5. Across-the-board cuts in transfer 
programs would put a disproportionate burden 
on low-income Alaskans. Beneficiaries of state 
transfer programs range from school children to 
those over 65 with iow incomes. To avoid impos- 
ing unintended hardships, state officials will 
need to consider the basic government purposes 
each program serves and how such purposes 
would be affected by policy changes or spending 
cuts. 

6. A partial alternative to reducing or 
eluninating services is designing a more effec- 
tive or efficient delivery system. Beneficiaries of 
many of Alaska's transfer programs have little 
incentive to contain costs. Restructuring 
programs to create incentives for savings and to 
require some contribution from beneficiaries 
who are able to pay could make the programs 
more efficient and less costly. 

The School Foundation program, because it is 
the state's largest transfer program and because 
providing for public education is a constitutional 
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obligation of the state, is a prime candidate for 
re-examining tiie efficiency and effectiveness of 
service delivery. 

7. Cost-cutting alternatives would all reduce 
economic activity by taking purchasing power 
out of the economy* YJMe the state cannot avoid 
the negative social and economic eflFects of cost- 
cutting, it can take actions and adjust policies to 
reduce or mit^^jiie them. Similarly, planned and 
phased reductions could enable beneficiaries to 
anticipate and prepare for reduced aid. 

8. State labor costs have historically grown 
as Alaskans population grew, and will tend to do 
so in the future* If Alaska simply adds workers 
as the population grows over the next decade, 
increased labor costs will widen the projected 
fiscal gap. To avoid reducing or eliminating ser- 
vices requires looking for ways to deliver them 
more efficiently. 

9. State labor costs are back on the rise. State 
officals considering how to contain labor costs 
should look at components of those costs: 

a. Wages— While the average wage of state 
workers did not increase in recent years, in 1987 
it remained about 25 percent above the U.S. 
average, after a cost-of-living adjustment. 

b. Numbers of workers— The absolute number 
of state workers and the number per 10,000 
population both increased in the late 1980s. 

c. Benefits— Benehts make up 25 percent of 
labor costs. Retirement contributions of Alaska's 
public employees and state and local govern- 
ments remain 38 percent above the national 
average. The state pays 100 percent of the costs of 
state employee health insurance* Those costs 
nearly doubled betweeen 1985 and 1989- The 
state was able to reduce health insurance 
premiums about 10 percent in 1990, but because 
of the rising costs of medical care, the upward 
trend in these payments will be hard to offset. 
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